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Memorandum

Messrs. Cariwell, Mundheim, Altmané~
TO : Taylor, Heleniak, Lynch an DATE:
woy O ATE:  JUN 1 1978

FROM : John Fouheyj(

SUBJECT: Seasonal Financing Bills

Representative Stanton has introduced a bill
(H.R. 12502) that would limit further Federal financing
assistance for New York City to a three-year extension of
the existing seasonal lending authority. Maximum lending
authority would decline over the three-year period, as

follows:
NYC Maximum
Fiscal Year Lending Authority
1979 $2,000,000,000
1980 1,500,000,000
1981 800,000,000

The Stanton bill is structured as an amendment to the

Seasonal Financing Act of 1975, and the amendments are limited
to those necessary to reflect the new lending authority -- no
conditions are proposed to be added beyond the sole present
condition of "reasonable prospect of repayment”.

The Stanton bill may be unsatisfactory for a number of
reasons:

1. It authorizes seasonal lending for a three-year, not
four-year, period.

2. The levels of lending authority may be inadequate.

3. In the aftermath of the Moorhead and Treasury loan
guarantee bills, which contained numerous gonditions that had
to be met before guarantees could be issued, it may be diffi-
cult to obtain even seasonal lending authority without speci-
fying conditions in the statute.

4. There may be changes that Treasury would like made in
the Seasonal Financing Act, such as inclusion of authority
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to withhold transfer payments to recoup loans and to waive
the priority afforded the United States, as creditor, by

31 u.

s.c. 8 191.

Therefore, I have drafted a bill amending the Seasonal

Financing Act that addresses those problems:

1. Section 5 provides for a four-year extension of
seasonal lending authority, with amounts left blank for
completion by Messrs. Altman and Taylor.

2. Section 4 deals with conditions that must be satis-
fied before a loan may be made, including a rolling
four~year financial plan. (The definition added by
section 1 is necessary for one of the conditions.)

3. Section 3, taking language almost verbatim from
Treasury's loan guarantee pill, specifies that the
Secretary shall withhold transfer payments if necessary
to obtain repayment (the present law would not permit
withholding without further legislation) and also
authorizes a waiver under 31 U.S.C. s 191. Section 2
would permit seasonal loans to MAC: the City could not
meet the "joint and several l1iability" condition in

the present law.

Section 6 and 7 make certain necessary mechanical changes; 1
may have a further change (comparable to section 2(a) of the
Stanton bill) after checking the language of the appropria-

tion
Act.

that,
lems,

bill,

act passed to fund loans under the Seasonal Financing

At the risk of stating the obvious, I should emphasize
since the draft addresses a number of distinct prob-
sections of it can be chosen at will for an actual
depending on our judgment as to what is necessary OT

desirable.

In addition to a copy of my draft, copies of the

Stanton bill and the geasonal Financing Act of 1975 are
attached.

Attachments



Bill Amending P.L. 94-143
(New York City Seasonal Financing Act of 1975)
to Provide Seasonal Financing through June 30, 1982

Section 1. Section 3 of the New York City Seasonal
Financing Act of 1975 ig amended by adding at the end
thereof the following new definition:

"(3q) 'independent fiscal monitor' means an
instrumentality of the State that has the authority

and has been directed to regulate the fiscal affairs

of the City, including authority and direction to

require the City to adopt and adhere toO financial

plans meeting the requirements of section 6(a) (2},

for at least the period during which loans may be

made under this Act, which authority and direction

the State has covenanted will not be repealed,

invalidated or otherwise substantially impaired

during such period."

Section 2. gection 4(a) of the New York City Seasonal
Financing Act of 1975 is amended by striking "the City and
such agent shall be jointly and severally liable thereon."
and inserting in lieu thereof "only if the proceeds of such
1pan are advanced to Or applied for the beneﬁk} of the City."

Section 3. Section 5 of the New York City Seasonal

Financing Act of 1975 is amended by striking out the third
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and fourth sentence and inserting incgéé%Dtheréﬁiie follow-
ing:

"Any other provision of law to the contrary notwith-
standing, the Secretary shall withhold from any payments
from the United States to the City or the State of the
character described in clauses (i), (ii}, and (iii) of this
section 5 that may become due pursuant to any law, and shall,
in the case of payments of the character described in clauses
(i} and (ii), deposit in the general fund of the Treasury,
an amount, calculated on the date such payment is otherwise
payable, equal to the aggregate of all outstanding claims
that the Secretary has against the City or any financing
agent pursuant to this Act. The Secretary shall withhold
from such payments in the following order of priority:

"(i) First, payments to the City under the State
and Local Fiscal Assistance Act of 1972, as presently
or in the future amended, or any other enactment pro-
viding for general purpose financial assistance;

"(ii) Second, payments to the State under the
State and Local Fiscal Assistance Act of 1972, as
presently or in the future amended, or any other
enactment providing for general purpose financial
assistance: Provided, That the Secretary shall not

withhold any amount from any payment to the State to
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the extent he reasonably expects that within the
next ninety days a payment of an equal oOr greater
amount subject to withholding under clausgse (i) of
this section 5 will be payable to the City: and

"(iii) Third, any other payments to the City.

“With respect to any debts to the United States aris-—

ing under this Act, for the purposes of section 3466
of the Revised Statutes (31 U.S.C. 121), the term
"person” includes the City or any financing agent.
The provisions of such section to the contrary not-
withstanding, the Secretary is authorized to waive,
wholly or partially, the priority for the United
States established thereunder with respect to any
indebtedness for borrowed money of the City or any
financing agent issued after the effective date of
+his Act (other than any indebtedness that is a
refunding of indebtedness outstanding on or before
such date prior to the stated maturity thereof) if,
in his judgment, such waiver is necessary to facili-
tate the ability of the City to meet its financing
needs: Provided, That no such waiver by its terms
shall subordinate the claims of the United States

to those of any other creditor of the City or any

financing agent."
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Section 4. Section 6(a) of the New York City Seasonal
Financing Act of 1975 is amended by striking all of the
text of such section and inserting in lieu thereof the
following:

"A loan may be made under this Act only iffgj

" (1) the Secretary determines that there is a
reasonable prospect of repayment of the loan in
accordance with its terms and conditions;

"(2) the City has submitted to the Secretary a
plan, approved by the independent fiscal monitor
and covering the fiscal year in which such loan

is to be made and the three next succeeding

fiscal years, setting forth projections of the
revenues, expenses and capital expenditures of

the City for each of such fiscal years, the

results of which projections of revenues and
expenses would, for fiscal years of the City
beginning after June 30, 1981, not show a deficit
when reported in accordance with generally accepted
accounting principles applicable to governmental
bodies and would, for fiscal years of the City
beginning on or prior thereto but after June 30,
1978, demonstrate substantial progress towards that

goal;
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" (3) the Secretary determinés that credit is not

otherwise available to the City or a financing

acent on reasonable terms; and

"{(4) the City‘has agreed to obtain and submit to

the Secretary, as soon as practicable after the

close of each fiscal year of the City during

which loans may be made hereunder, an opinion of

independent public accountants setting forth the

results of an audit by such accountants of the

financial statements of the City for such fiscal

year.
The Secretary is authorized to determine the manner in which
such loans will be made and, in addition to the terms and
conditions required by this section 6(a), to require from, or
agree to with, the City, a financing agent or any other party
in interest such other terms and conditions as he may deem
appropriate, including provision of security for the repayment
of such loans. Any such other term or condition may be modi-
fied, amended or waived in the discretion of the Secretary."

Section 5. Section 6(b) of the New York City Seasonal

Financing Act of\Wﬂs- is amended by inserting "(1)" immedi-
ately after "(b)" and by striking out “$2,300,000,000F and__—‘o
inserting in lieu thereof "$2,300,000,000 during the period
ending June 30, 1978." and by adding at the end thereof the

following new paragraphs:
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"(2) At no time

through June 30, 1979

under this Act exceed

6_
during the period from July 1, 1978
shall the amount of loans outstanding

in the aggregate §$

"(3) At no time during the period from July 1, 1279

through June 30, 1980 shall the amount of loans outstanding

under this Act exceed in the aggregate $ .

"(4) At no time during the period from July 1, 1980

through June 30, 1981 shall the amount of loans outstanding

under this Act exceed in the aggregate $ .

"(5) At no time during the period from July 1, 1981

through June 30, 1982 shall the amount of loans outstanding

under this Act exceed in the aggregate $

Section 6. Section 8(a) of the New York City Seasonal

&:\It ¢
Financing Act of 1975 is amended by striking out the &

"Dur-

sentence and 1nsertlg_]" the following:
ing any period specified in section 6(a) any moneys in the
fund in excess of the amount of loans that can be outstand-
ing during that period shall be returned to the general fund
of the Treasury, and any moneys in the fund after June 30,
1982 shall be returned to the general fund of the Treasury."”
Section 7. Section 11 of the New York City Seasonal

Financing Act of 1975 is amended by striking out "1978" and
QoA

n L

inserting in lieu thereof .
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IN THE HOUSE OF REPRESENTATIVES

May 2,1078

Myr. Staxtox introduced the following bill; which was referred to the Com-
mittee on Banking, Finance and Urban Affairs

A BILL

To extend the authority of the Secretary of the Treasury to make
Joans under the New York City Seasonal Financing Act of

1975 for a period of three years.

1 Be it enacted by the Senate and House of Representa-
9 tives of the United States of America in Congress assembled,
3 SreTioN 1. Section 6(b) of the New York City Sea-
4 sonal Financing Act of 1975 is amended by inserting “(1)”

5 immediately after “(b)” and by striking out “$2,300,-
6 000,000.” and inserting in lien thereof “$2,300,000,000
7 for the period ending June 30, 1978.7, and by adding at the
8 end thereof the following new paragraphs:

9 “(2) At no time during the period from July 1, 1978, to
1
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10
11
12
13
14
15
16
17
18
19
20
21
22
23
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June 30, 1979, shall the amount of loans outstanding under
this Act exceed in the aggregate $2,000,000,000.

“(3) At no time during the period from July 1, 1979, to
June 30, 1980, shall the amount of loans outstanding under
this Act eiceed in the aggregate $1,500,000,000.

“(4) At no time during the period from July 1, 1980,
to June 30, 1981, shall the amount of loans outstanding
under this Act exceed in the aggregate $800,000,000.”,

Sec, 2, (a) The third sentence of section 8(a) of the
New York City Seasonal Financing Act of 1975 is amended
by striking out “$2,300,000,000.” and inserting in lieu
thereof: “$2,300,000,000 for the period ending June 30,
1978, and $2,000,000,000 for the period beginning July 1,
1978 and ending June 30, 1981.”,

(b) The sixth sentence of such section 8 (a) is amended
by inserting before the period at the end thercof the follow-
ing: “, except that moneys in the fund in exeess of the maxi-
mum needed to meet the requirements of section 6 (b) shall
be returned to the general fund of the Treasury following the
periods specified in sections 6(b) (2) and (8) 7.

Sec. 3. Section 11 of the New York City Scasonal
Financing Act of 1975 is amended Dby striking out “1978”

and inserting in lieu thereof “1981”,
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A BILL

To extend the authority of the Secretary of the
Treasury to make loans under the New York
City Seasonal Financing Act of 1975 for a
period of three years. .

By Mr. STaNTON

May 2,1978
Referred to the Committee on Banking, Finance and
Urban Affairs
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Public Law 94-143
94th Congress, H. R. 10481
December 9, 1975

An Act

To authorize the Becretary of the Treasury to provide seasonal financing for
* the ety of New York.

Be it enacted by the Senate and House o{eé?epmmtativea of the

[Inited States of America in Congress assemb New. York
City Seagondl
SHORT TITLE Financing Act
. of 1975,
SrorIoN 1. This Acy may be cited as the sNew York City Seasonal 8] USC 1501
Financing Act of 1975”. note,

FINDINGS AND DEGLARA'I‘IONS

-~

(1) It is necessary for the city of New ork to obtain seasont
Rnancing from time to time because the city's revenues and expendi-
tures, even when in balance on an annual basis, re not received an

disbursed 8t equivalent rates throughout the year.

(2) At the present time the city is or m&y pe unable to obtain such
seasonal financing from its custornary sources.
(3 It is necessary to assure such gepsonal fnancing, in order that

the city of New York may maintain essentinl government,al gervices.

Sec. 2. The Congress makes the following findings and declarations: 81 USC 150L
Y

DEFINI'NONB

Sgc. 8. Asused in this Act:
o ity and “State” mesn the city and State of New York 31 UsC 1502
respectively.
b) “F inancing agent” means any agenc duly authorized by State
Jaw to act on behalf or in the interest of the ity with respect to the
city’s inancial affairs.
(c) uGecretary” means the Secretary of the Treasury.

LOANS

Sec. 4. (p) Upon written request of the city or & financing agent, the 51 USC 1503,
Secretary mey make loans to the city or guch financing agent gubject

to the provisions of this Act, but in the case of any loan to & finencing

aﬁent, the city and such agent shall be jointly and severslly linhle

thereon.

{(b) Each guch loan ghall mature not later than the last day of the
city's fiscal year in which it was made, and shall beal interest at an
ennual rate 1 per centum per annum greater than the current aVerage
market yield on outstan iﬁ marketable obligations of the United
States with remaining periods to maturity comparable t0 the maturi-
ties of such loan, 88 determined by the Secretary 8t the time of the Josn.

Src. 5. In connection with an‘g;lloan ander this Act, the Secretary 81 USC 1504
I ancing agent and, where he deems
necessary, the State, to provide such gecurity a5 he deerms appropriste.

89 STAT. 797
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The Secretary may take such steps as he deems necessary to realize
i States has a security interest

upon any collateral in which the United
ion to enforce any claim the United States may

ursuant to this section
Eave against the city or any inancing agent pursuant to this Act. Not-
withstanding any other provision of 1aw, Acts making appropriations
may provide for the withholding of any payments irom the United
States to the city, either directly or through the State, which may be
or may become due pursuant to any law and offset the amount of such
withheld payments a ainst any claim the Secretary may have against
the city or m financing agent pursuant to this Act. With respect to
debts incur ursuant to this Act, for the pur of section 3466
of the Revised Statutes (31 U.S.C.191) the term ‘person” includes the
city or any financing agent.
LIMITATIONE AND CRITERIA

Sec. 6. (2) A loan may be made under this Act only if the Secretary
determines that there is a reasonable prospect of repsyment of the
loan in accordance with its terms and conditions. In making the loan,
the Secretary may require such terms and conditions Rs he may deem
appropriate to insure repayment. The Secretary is authorized to agree
to any modification. amendment, or waiver of any such term or con-
dition as he deems desirable to protect the interests of the United

States.
(b) At no time ghall the amount
Act exceed in the aggregate $2,300,000,000.
der this Act unless (1} the city

&c) No loan shall be provided un |
and all financing agents shall have repaid according to their terms
all prior Joans under this Act which have matured, and {(2) the city

and all ﬁmmcins agents shall be in compliance with the terms of
any such outstan ing loans.

of loans outstanding under this

REMEDIES

Ser. 7. The remedies of the Secretary prescribed in this Act shall
be cumulative and not in limitation of or substitution for any other
remedies available to the Secretary or the United States.

FUNDING

Szc. 8. (a) There is hereby est ablished in the Treasury a New York

City Seasonal Financing Fund to be administered by the Secretary.

The fund shall be used for the purpose of making loans pursuant to

this Act. There is anthorized to ;Fgro%ﬁatzd to such fund the sumn
y the Secretary in the payment

Fund,
Fatablishment, o $2.300,000,000. All funds receiv
de under this Act chail be paid into the

m‘;‘osfﬁiﬂ of principal of any loan ma
suthorization,

fund. All income from loans and investments made from the fund ghall

be covered into the Treasury as miscellaneous receipts. Moneys in the

fund not needed for current operations may be invested in_direct

obligations of, or obligations that are fully guaranteed as to principal
and interest by, the United States or any 8gency thereof. After all
loans made pursuant to this Act have been repaid, the balance of the
fund shall be returned to the general fund of the Treasury.

(b) The Secretary is authorized to sell, assign, or otherwise trans-
fer from the fund-any note or other evidence of any loan made pur-
suant to this Act to the Federal Financing Bank and, in addition to

its other powers, auch Bank is authorized to purchase, receive, or

otherwise acquire the same.
89 STAT,. 798
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December 9, 1975 -3 - Pub. Law 94-143

(c) There are authorized to be & pmpriatbd guch sums &8 MAY be Appropriation

necessary to pay the expenses of & ministration of this Act. suthorimtion,
INSPECTION OF POCUMENTS

Sgc. 9. At any time 8 recqiest for a loan is pending or & lonn is out- 31 UsC 1508,
gtanding under this Act, the Secretary is suthorized to inspect snd
ootgy all accounts, books, records, memorandums, correspondence, and
other documents of the city or apy financing agent relating to its finan-
cinl affairs.
AUDITS

Spc. 10. (8) No loan maﬁ be made under this Act for the benefit 31 usc 1509,
of any State or city unless the (General Accounting Office 18 authorized

to make such audits as may be deemed appropriate by either the Sec-

retary or the General “Accounting Office of all accounts, books, records,

and transactions of the State, the political subdivision, if any,

snvolved, and any Agency o7 instrumentality of such State or political

gubdivision, The General Accounting Office shall report the results

of any such audit to the Secretary and to the Congress.

TERMINATION

Spe. 11. The suthority of the Secretary to make any loan under this 31 USC 1510,
Act terminates on June 30, 1978. Such teymination does not affect the

carrying out of any transaction entered into pursuant to this Act prior

to that date, or the taking of any action necessary to preserve or pro-

tect the interests of the United States arising out of any Joan undet

this Act.

Approved December 9, 1975.
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Honorable Daniel P. Moynihan :
United States Senate
Washington, D.C. 20510

Dear Senator Moynihan: '

Thank you for your recent letter pertaining to data in
the Federal Outlays Report.

The report is produced by us under OMB policy guidance.
My staff has had several meetings with them to discuss
recommendations for improvement of the data. A part of
the problem is the assumption that "Federal Outlays" can
be translated as conveying Federal benefit to the area
receiving it, The name of the report will be changed to
the “Geographic Distribution of Federal Funds" to empha-
size that the report reflects where checks are mailed,
not necessarily where the ultimate beneficiary is located.

To address your specific concern about the reporting of
funds entitled "Interest on the Public Debt" and "Foreign
Economic and Financial Assistance', OMB has agreed with us
to move these programs (and others in a like category)
from the "Federal Funds" section of the report to the
"Indirect Federal Support” section. Although "Indirect
Federal Support" programs are listed, they are not totaled
by State, county or city. Accordingly, the caveat per—
taining to "Indirect Federal Support" will be modified to
include information on these programs.

We welcome any further suggestions or recommendations you
might have for further improving the report.

Sincerely,

~

. "/\E/ﬂﬂd’: h,/‘_,J s '. L-‘(‘(}#{
S /
Graciela (Grace) Olivarez

Director



FROM THE OFFICIE OF

Cepnator Daniel Patrick Moyrihan

New York

Forx Iaﬁgaiété ﬁéiégéé” Contact: "Tim Russert

Tuesday, P.M. 202/224-4451
January 17, 1978

STATEMENT BRY SENATOR DANIEL PATRICK MOYNIHAN (D., N.Y.)

There is a rule of sorts in government that nothing

ever gets done about a problem until someone learns how
to measure it.

I believe we have now taken the first step toward
measuring the sharp imbalance between the taxes paid by

New York to the Federal government and the Federal outlays
which New York receives in return.

The Federal government has been overstating its
outlays by some $14 billion. Mrs. Olivarez' letter
(attached) puts an end to this, and now for the first
time we have a measure of the true deficit which New York,

far more than any other State, has in its balance of
exchange with Washington.

I must express my appreciation to President Carter.
I brought this issue to his attention last June. He
set the Administration to work on the guestion in a careful
and orderly way. We now have our answer. It fully Jjustifies
our original intention, and it also justifies our belief '

that we would receive a fair-minded and scrupulous hearing
from the Administration.

I dare to suggest that this development puts New
York City's fiscal crisis in a wholly new light.
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REDUCTIONS IN REPORTED FEDERAL OUTLAYS {(1976)

BY REMOVING

State

Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
District of
Columbia
Florida
Georgia
Hawaii
Idaho
Illinois
Indiana
Towa
Kansas
Kentucky
TLouisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada
New Hampshire
New Jersey’
New Mexico
North Carolina
North Dakota
Ohio
Oklahoma
Oregon
Pennsylvania
Rhode Island
South Carolina
South Dakota
Tennessee
Texas
Utah
Vermont
Virginia
"Washington
West Virginia
Wisconsin
Wyoming

Total

"INTEREST ON THE PUBLIC DEBT"

(in billions)
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State

Alabama--
Alazka
Ayizonn
Arkansasg
California
Colorado
Conneoticut
Delavare
District of
Columbin
FPloridsa
Georgia
Bawail
Idzho
Il1linois
Indiang
Iorwa
Ransres
Eantucky
XYovisdana
Maine
Marylani
Maggachusetbts
Michigan
Minnesota
Mississippi
Missouri
Montana
Hebraska
Havada
WNew Bampshire
New Jersey
New Meavicn
Hew York

Horth Carolina

Noxrth Dalkota

Ohio
Oklahoma
Cregon

Pennsylvania
Rhode Isiand
Semuth Carolina
South Dakotls
Tennessae

Texas
Ttah
Vermont
Virginia

Washington
West Viroinia
Visconsin

ﬁygmiﬁg

REVISED FEDERAL OUTLAYS, 18748

{(Revised) Tax .
Fedeyxal Outlays Collection
55768861 2736828
1355788 | 749548
3788406 1736206
‘26830911 1299026
AN262254 ' 28031297
4452770 -4366328
5053082 5622418
69582371 13BB904
10018538 1203487
ART7I9176 1673672
788123865 4554322
2124811 245859
1155543 B49787
14854511 21673671
BE3I248% 6832946
3149432 2796025
3098088 252%473
5054466 39BBN1R
AT TEL08 A35BHE23
AB79646 33004
83312222 6BTIGED
$432519 7391129
9737453 15171014
4938679 6052691
3844926 1174545
88311241 7813007
1180773 517888
843247 2097413
1037480 c939g7
11952040 478298
Q216927 10820765
24287355 750038
26333141 3683795D
&GBO44LE 6010068
1097044 . 573098
120034500 16852987
4287566 3335391
3103928 2463328
156338R7 16936400
1387186 1169288
3043485 1840381
148005823 461097
64173139 35691831
17187338 163845845
1896513 8932188
73122746 . 31158658
10254145 50834680
7233382 4115178
2380426 1260466
4749482 5340463
586027 36697

Tax
Refunds

/411237

130783
357187
222368
4150284
41742}
596581
108342

£33528
12313192
729342
154128
111452
21490130
7944616
355781
289433
£128050
07748
124917
7162637
953444
l4B6498
643325
2183903
597851
85755
203559
124633
120090
1320647
138062
3200598
642433
T7B746
1765945
370166
395939
1744676
148847
341324
71166
560573

1813598

180471
54056
703061
573005
226471
651015
57735

-

i

3alahce

3253170
734623
2420887
1754254
16358541
503873
.28145

~87R735.

B949550

‘6258696

3256265
1332540
417208

- =3178030

~405895
709198
860045
1484503
1923532
10731559
2201187
2994034
~«3947063
~470687

2988284

1696085
168670
~50605
468115
. §36992
-283211
1R16818

C—-74043211

1436783
602682

~2093818

1322341
1036538
502163
366744
2444428

£10992°

3408531
2636390
1144796
454767
5873556
3691209
1356431

60034
I TEES




Memorandum

Januvary 5, 1978

T Felix Rohatyn, Donald D. Kummerfeld

FROM: Robert H. Wood ﬁ{; 77[‘;% /

SUBJECT: Response of Senator Moynihan to Proxmire and Brooke Letter

We would appreciate your views on the attached response of Senator
Meynihan to the letter sent by Senators Proxmire and Brooke teo President
Carrer on the subject of further Federal assistance for New York City.

ce:  John Bender
Eugene Keilin
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I'THE OFFICE OF

Cenator Daniel Patrick Moynihan

L.,,_;/ S J}*vaww i
New York

For Immediate Release - Contact: Tim Russert
Wednesday, P.M. 202/224-4451
January 4, 1978

Senator Daniel Patrick Moynihan (D., N.Y.) today
sent the attéched letter to President Carter in response
to the December 23, 1977 letter of Senators Proxmire
and Brooke concerning the Federal seasonal loan program

to New York City.
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GAMIEL P. MOYNIHAN
’ NEW YORK

Wlnited DHiafes DHenate

WASHINGTON, D.C. 20510

January 4, 1978

Dear Mr. President:

As the contents of the letter which Senators
Proxmire and Brooke have sent to you concerning the
renewal of the Federal seasonal loan program to
the City of New York have now been generally reported
in the press, I will take the liberty of offering some
further comments of my own. Senator Proxmire, with
characteristic grace, invited me to participate in
the Banking Committee hearings, and hence, I have
some sense of the occasion. It is in any event a
subject which I follow with close attention.

Let me first express the hope that you will re-
ceive the letter from Senators Proxmire and Brooke
in the spirit in which it was sent. It is a thought-
ful and fair-minded statement which addresses itself
to the first question the Congress must ask, which is
whether this program should be renewed. There is no
automatic presumption to this effect, and indeed the
City and State officials who requested the program
three years ago were rather of the view that three
yvears would do the job.

It didn't. There is even a sense in which our
situation today in New York City is more perilous than
it was then, for a great expenditure of energy and
attention has occurred and there is now both a measure
of weariness with it all, and an understandable assump-
tion by many that much of the problem has been taken
care of. In these circumstances the Senators are
entirely within their rights, or so I believe, to point
out that much more remains to be done, and that most of
this must be done by the City and State itself.

I cannot, however, share their hope that in the end
it will not be necessary to renew the seasonal loan
program. It will be. You know this, and if you have
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doubts you need only consult the Treasury Department.
Tt is simply the fact that until some long term re-
financing is arranged, the City will need Federal
loans. :

This is no great affair. The loans don't cost
a penny; in point of fact, the Federal government makes
money from them. The Treasury charges the City a
one percent surcharge over and above the rate at which
it borrows the money it then proceeds to lend. I gather
the Treasury has so far earned some $30 million in this
way. The loans have been faithfully repaid, on time and
in full. When the program is extended, they will con-
tinue to be faithfully repaid.

My concern is that we seem now to have commenced
a six month melodrama which will end in a dramatic
rescue, great relief, and no little mutual congratula-
tion all round. When it is over the Federal government
will have judged that the needs of the city of New York
have been met for this Congress and that will be that.
When in fact nothing will have changed; nothing will-
have been achieved.

With this concern in mind, allow me to put to you a
proposition which may at first seem outlandish, but
which on reflection will be seen to be, or so I helieve,
self-evident.

The proposition is as follows. The single object
of urban policy in the United States in the years
immediately ahead must be to prevent the bankruptcy
of New York City.

The instincts protest, of course. ¥For one thing, the
very idea that New York City could go bankrupt is still
not fixed very firmly in our imagination. In any event,
two centuries of Madisonian politics has fixed in our
minds the notion that public resources must be widely
distributed among competing interests, and will be regard-
less of what anyone might wish.

Bowever, on reflection, as 1 believe, 1t will be
seen that not only is the collapse of the City's finances
a real possibility, but the consequences of such a
collapse would be such as to obviate the lessons of two
centuries of Federalism, howsoever successful the system
may have been until now.



The bankruptcy of New York would be the Lisbon
earthquake of the urban civilization which took form
in the course of the industrial revolution. This
world would never again seem quite as hopeful, never
again quite as safe. The fragility of all our
arrangements would be brought into guestion as no
comparable event could do.

For there is no comparable city. When the French
. historian Fernand Braudel was trying to explain the
" importance of Venice to the Mediterranean world of
the 15th or léth Century he wrote: "Venice dominated
the 'Interior Sea' as New York dominates the western
world today."

New York is the capital city of the Western world.
That is why the United Nations is there. That is why
it is the center of the financial system of the
western world. That is why, as Mayor Koch noted in
his inaugural address, more books are published in
New York than in any city in the world. That is why -
more languages are spoken in New York than any city
in the world, why there are more newspapers published
there in what by a curious custom we call "foreign"
languages than in any city of the world.

More, New York has also served from the beginning
of the Republic in the role of a capital city for the

nation. It has seemed to me that of all the separations

of power provided for in the American Constitution,

perhaps the most important of all is the one that is in

a sense extra-constitutional, although commenced and
continued in a truly constitutional spirit. When
Hamilton and Jefferson struck the agreement over
madeira in a tavern on Broad Street they had more in
mind than dividing the spoils of office. They agreed
that the political capital should move from New York
to what would become Washington, a city that then did
not exist. They also agreed all the other purposes of
the first city of the nation would be served by New
York, as they then were. Hence the dreaded merger of
political power with financial power, of the culture
with the government would be avoided in the American
Republic. And so they have been, through most of two
iong centuries. But now that division is threatened.
Already, as the Senators note, the Federal government
invoelved in the very interstices of life in the City.

is
it

has fallen to us -- all of us -- to reverse this process
and to restore that separation of power which has meant

so much.



I will dare to suggest that this realization,
however .inarticulated or even semi-conscious, is at
the root of the difficulties the administration seems
to have in formulating a national urban policy. The
fact is’ that most of the urban programs of the Federal
government over the past thirty years have deepened
the dependency of cities such as New York on the
Federal government, whilst astonishing Federal tax
burdens have been imposed on the city in order to
pay for the programs that increase its dependency.
Hence with the best will in the world the urban planners
of your administration cannot bring themselves to
believe that doubling or trebling the same old pPrograms
will make things better. They know it would make things
worse. Predictably, they are now being forced in the
direction of job creation. But barring a breakthrough
in the precepts of political economy equivalent to
The Wealth of Nations, the job creation programs you
will propose in March will only deepen the dependency
of the cities still further.

I have not been overmuch impressed with the talk "to
be heard in New York itself toc the effect that our
circumstances are not qualitatively different from those
of other cities, and that whatever troubles we have
today, everyone will have tomorrow. This is auto-
therapeutic nonsense. The problems of New York are
uniquely those of a capital. It is in no worse shape
today than London or Paris would be if the national
government paid them no more attention. However, all the
cities in the nation will grow more dependent as the
unintended effects of national urban policy take their
toll,

If you wish to reverse this, you will have to fight
against it. You will, for example, have to be the first
President to acknowledge what political scientists have
known for some time, which is that the public professions
of the country have created powerful vertical connections
from the bottom of.the Federal system through every
successive layer up to the top which constantly reinforce
one another. Thus the welfare bureaucracy in New York
City tells the welfare bureaucracy in Albany that it must
persuade the welfare bureaucracy in Washington to order
the welfare bureaucracy in New York to do precisely what
the welfare bureaucracy in New York wants to do -- and
somehow these signals always get through.



But most importantly, it will, if I am correct,
be necessary to come to terms with the question of
restoring the health of the private economy of New
York City on which the well- be1ng of the public
sector depends

The first fact is that of employment.

New York is the only state in the Union which has
not come back to the peak levels of employment reached
in 1973, prior to the last recession.

But not only has New York not recovered from that
recession. It has not recovered from the recession
of 19692. I attach a table showing these numbers. Since
1969 the private sector of the economy of New York State
has lost 420,000 jobs. Public .sector employment has
gone up, but not public sector Federal employment. Since
1967 the number of Federal jobs 1n New York City alone
has decreased by 24,400.

In the meantime Federal taxes collected in the City
have gone up and up. Federal decisions such as the one
you recently made to double the number of "trans-Atlantic
gateways" in aviation helps some cities but hurts New
York, whose Pan American is the only private international
airway in the world prohibited to fly within the United
States. To add insult to what increasingly seems like
injury, the Federal government misrepresents the flow
of funds between the state and the nation, or so I contend.
In the Federal Outlays series New York is credited with
recelving 49 percent of the Interest on the Public Debt,
some $14 billion per year. This is broken down on a
per capita basis, such that the Federal government solemnly
informs us that each citizen of the state received in 1976
$737.73 from the Treasury Department as interest on his
or her Federal Securities.

As you know ~- for you have been most generous in
hearing me out in this matter -- I have argued that if
the State of New York had received back from the Federal
government the average rate of return for all states in
1976 it would have got $13 billion more in Federal outlays
than it did. If it had received the "rate of return"
of California it would have received $32 billion more than
it did. Given such sums, New York City's debt of $14
billion does not seem quite so inexplicable.



And so it comes to this. The national government
must provide New York the resources —- the relief -- it
needs to become solvent again. It will not be enough-
for this merely to be an aspect of national urban
policy. For the immediate future it must be the
essence of urban policy.

For if New York City goes bankrupt, nothing else will
be noted, nothing else will be remembered. 1 repeat my
comparison with the Lisbon earthquake. It would change
the culture. It would be the only thing this Congress
and your administration would be remembered for.

As you know, I have the uttermost confidence in your
commitment In this matter. In the splendid interview
vou gave to Xen Auletta in the September 13, 1876 issue
of New York magazine you stated directly that you would
.ask Congress to stretch the federal loan program beyond
the current three years, while after the election on
December 28, 1976 you stated most emphatically that,
"Bankruptcy 1is not a viable alternative for New York City
and we have eliminated that as a possibility for the
future.” It would be helpful, I believe, if you were
to reconfirm these positions at an early date. But
further, I do hope you will share my view that nothing
is to be gained by pretending that the renewal of the
loan program constitutes a weighty issue of public policy,
nor yet that when it has been done the needs of New York
City will have been attended to in sufficient degree that
attention can safely turn elsewhere.

Respectfully,

Daniel Patrick Moynihan

The President
The White House
Washington, D. C.



January 4, 1978

New York state has not recovered its pre-recession
employment level. November 1973 was the pre-recession high
point. March 1975 was the depth of the reecession.

E]

(in thousands)

Non-agricultural Government Private sector
enployment Employment } Ermployment
Noverber — 7,206.6 1,270.5 | 5,936.1
1973
Harch 6,777.0 : 1,345.0 5,432.0 -
1975
Novanber 6,869.0 1,283.5 5,585.5
1977

Total employment
1969 Nov. 1977 Job loss

7,182.0 6,869.0 313.0

Private sector
1569 Nov. 1977 Job loss

6,006.0 5,585.5 420.5

Source: New York State
Department of Labor
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STATEMENT BY SENATOR DANIEL PATRICK MOYNIHAN (D., N.Y.)

Secretary Blumenthal has called to assure me that press
reports that the Treasury Department has asked the City of
New York for a financial plan based on the proposals of
Senators Proxmire and Brooke are not correct. The Secretary

said: "We have never said to the City that they must come up
with a plan on the assumption that there will be no federal
aid." Secretary Blumenthal added that in his testimony before

the Senate Banking Committee he "virtually excluded" the
rossibility that the City could get by without an extension
of the Federal seasonal loan program.

I thank Secretary Blumenthal for his comments. Clearly
we can look forward to more than a normal amount of confusion
in this matter in the months ahead, but all will come out well
enough if corrections are made as soon as mistakes are dis-
covered.

However, given this particular misunderstanding, I believe
it would be helpful if the President were to avail himself of
an early opportunity to underscore his strong commitment to
New York City. As T wrote. to the President wyesterday:

"As you know, I have the uttermost confidence
in your commitment in this matter. In the splendid
interview you gave to Ken Auletta in the September 13,
1976, issue of New York magazine you stated directly
that you would ask Congress to stretch the federal loan
program beyond the current three years, while after the
election on December 28, 1976, you stated emphatically
that, 'Bankruptcy is not a viable alternative for New
York City and we have eliminated that as a possibility
for the future.' It would be helpful, I believe, if
you were to reconfirm these positions at an early
date. "
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Senator Daniel Patrick Moynihan (D., N.Y.) today
sent the attached letter to President Carter in response

to the December 23, 1977 letter of Senators Proxmire

and Brooke concerning the Federal seasonal loan program

to New York City.
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DANIEL P. MOYNIHAN

NEW YORK

VBlnifed Hiafes DHenate

WASHINGTON, D.C. 20510

January 4, 1978

Dear Mr. President:

As the contents of the letter which Senators
Proxmire and Brooke have sent to you concerning the
renewal of the Federal seasonal loan program to
the City of New York have now been generally reported
in the press, I will take the liberty of offering some
further comments of my own. Senator Proxmire, with
characteristic grace, invited me to participate in
the Banking Committee hearings, and hence, I have
some sense of the occasion. It is in any event a
subject which I follow with close attention.

Let me first express the hope that you will re-
ceive the letter from Senators Proxmire and Brooke
in the spirit in which it was sent. It is a thought-
ful and fair-minded statement which addresses itself
to the first question the Congress must ask, which is
whether this program should be renewed. There is no
automatic presumption to this effect, and indeed the
City and State officials who requested the program
three years ago were rather of the view that three
years would do the job.

It didn't. There is even a sense in which our
situation today in New York City is more perilous than
it was then, for a great expenditure of energy and
attention has occurred and there is now both a measure
of weariness with it all, and an understandable assump-
tion by many that much of the problem has been taken
care of. 1In these circumstances the Senators are
entirely within their rights, or so I believe, to point
out that much more remains to be done, and that most of
this must be done by the City and State itself.

I cannot, however, share their hope that in the end
it will not be necessary to renew the seasonal loan
program. It will be. You know this, and if you have
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doubts you need only consult the Treasury Department.
It is 81mply the fact that until some long term re-
financing is arranged, the City will need Federal
loans.

This is no great affair. The loans don't cost
a penny; in point of fact, the Federal government makes
money from them. The Treasury charges the City a
one percent surcharge over and above the rate at which
it borrows the money it then proceeds to lend. I gather
the Treasury has so far earned some $30 million in this
way. The loans have been falthfully repaid, on time and
in full. When the program is extended, they will con-
tinue to be faithfully repaid.

My concern is that we seem now to have commenced
a six month melodrama which will end in a dramatic
rescue, great relief, and no little mutual congratula-
tion all round. When it is over the Federal government
will have judged that the needs of the City of New York
have been met for this Congress and that will be that.
When in fact nothing will have changed; nothing will
have been achieved.

With this concern in mind, allow me to put to you a
proposition which may at flrat seem outlandish, but
which on reflection will be seen to be, or so I believe,
self-evident.

The proposition is as follows. 'The single object
of urban policy in the United States in the years
immediately ahead must be to prevent the bankruptcy
of New York City.

The instincts protest, of course. For one thlng, the
very idea that New York City could go bankrupt is still
not fixed very firmly in our imagination. In any event,
two centuries of Madisonian politics has fixed in our
minds the notion that public resources must be widely

distributed among competing interests, and will be regard—

less of what anyone might wish.

However, on reflection, as I believe, it will be
seen that not only is the collapse of the City's finances
a real possibility, but the consequences of such a
collapse would be such as to obviate the lessons of two
centuries of Federalism, howsoever successful the system
may have been until now.



The bankruptcy of New York would be the Lisbon
earthquake of the urban civilization which took form
in the course of the industrial revolution. This
world would never again seem quite as hopeful, never
again gquite as safe. The fragility of all our
arrangements would be brought into question as no
comparable event could do.

For there is no comparable city. When the French
historian Fernand Braudel was trying to explain the
importance of Venice to the Mediterranean world of
the 15th or 1l6th Century he wrote: "Venice dominated
the 'Interior Sea' as New York dominates the western
world today."

New York is the capital city of the Western world.
That is why the United Nations is there. That is why
it is the center of the financial system of the
western world. That is why, as Mayor Koch noted in
his inaugural address, more books are published in
New York than in any city in the world. That is why
more languages are spoken in New York than any city
in the world, why there are more newspapers published
there in what by a curious custom we call "foreign"
languages than in any city of the world.

More, New York has also served from the beginning
of the Republic in the role of a capital city for the
nation. It has seemed to me that of all the separations
of power provided for in the American Constitution,
perhaps the most important of all is the one that is in
a sense extra-constitutional, although commenced and
continued in a truly constitutional spirit. When
Hamilton and Jefferson struck the agreement over
madeira in a tavern on Broad Street they had more in
mind than dividing the spoils of office. They agreed
that the political capital should move from New York
to what would become Washington, a city that then did
not exist. They also agreed all the other purposes of
the first city of the nation would be served by New
York, as they then were. Hence the dreaded merger of
political power with financial power, of the culture
with the government would be avoided in the American
Republic. And so they have been, through most of two
long centuries. But now that division is threatened.
Already, as the Senators note, the Federal government is
involved in the very interstices of life in the City. Tt
has fallen to us -- all of us ~- to reverse this process
and to restore that separation of power which has meant
so much.



1 will dare to suggest that this realization,
however inarticulated or even semi-conscious, is at
the root of the difficulties the administration seems
to have in formulating a national urban policy. The
fact is that most of the urban programs of the Federal
government over the past thirty years have deepened
the dependency of cities such as New York on the
Federal government, whilst astonishing Federal tax
burdens have been imposed on the city in order to
pay for the programs that increase its dependency.
Hence with the best will in the world the urban planners
of your administration cannot bring themselves to
believe that doubling or trebling the same old programs
will make things better. They know it would make things
worse. Predictably, they are now being forced in the
direction of job creation. But barring a breakthrough
in the precepts of political economy equivalent to
The Wealth of Nations, the job creation programs you
will propose in March will only deepen the dependency
of the cities still further.

I have not been overmuch impressed with the talk to
be heard in New York itself to the effect that our
circumstances are not qualitatively different from those
of other cities, and that whatever troubles we have
today, everyone will have tomorrow. This is auto-
therapeutic nonsense. The problems of New York are
uniquely those of a capital. It is in no worse shape
today than Londen or Paris would be if the national
government paid them no more attention. However, all the
cities in the nation will grow more dependent as the
unintended effects of national urban policy take their
toll.

If you wish to reverse this, you will have to fight
against it. You will, for example, have to be the first
President to acknowledge what political scientistsg have
known for some time, which is that the public professions
of the country have created powerful vertical connections
from the bottom of the Federal system through every
successive layer up to the top which constantly reinforce
one another. Thus the welfare bureaucracy in New York
City tells the welfare bureaucracy in Albany that it must
persuade the welfare bureaucracy in Washington to order
the welfare bureaucracy in New York to do precisely what
the welfare bureaucracy in New York wants to do -- and
somehow these signals always get through.



But most importantly, it will, if I am correct,
be necessary to come to terms with the question of
restoring the health of the private economy of New
York City on which the well—~being of the public
sector depends. :

The first fact is that of employment.

New York is the only state in the Union which has
not come bhack to the peak levels of employment reached
in 1973, prior to the last recession.

But not only has New York not recovered from that
recession. It has not recovered from the recession
of 1969. I attach a table showing these numbers. Since
1969 the private sector of the economy of New York State
"has lost 420,000 jobs. Public sector employment has
gone up, but not public sector Federal employment. Since
1967 the number of Federal jobs in New York City alone
has decreased by 24,400.

In the meantime Federal taxes collected in the City
have gone up and up. Federal decisions such as the one
you recently made to double the number of "trans-Atlantic
gateways" in aviation helps some cities but hurts New
York, whose Pan American is the only private international
airway in the world prohibited to fly within the United
States. To add insult to what increasingly seems like
injury, the Federal government misrepresents the flow
of funds bhetween the state and the nation, or so I contend.
In the Federal Outlays series New York is credited with
receiving 49 percent of the Interest on the Public Debt,
some $14 billion per year. This is broken down on a
per capita basis, such that the Federal government solemnly
informs us that each citizen of the state received in 1976
$737.73 from the Treasury Department as interest on his
or her Federal Securities.

As you know -~ for you have been most generous in
hearing me out in this matter -- I have argued that if
the State of New York had received back from the Federal
government the average rate of return for all states in
1976 it would have got $13 billion more in Federal outlays
than it did. If it had received the "rate of return"
of California it would have received $32 billion more than
it did. @Given such sums, New York City's debt of $14
billion does not seem quite so inexplicable.
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And so it comes to this. The national government
must provide New York the resources -- the relief —- it
needs to become solvent again. It will not be enough
for this merely to be an aspect of national urban
policy. For the immediate future it must be the
essence of urban policy.

For if New York City goes bankrupt, nothing else will
be noted, nothing else will be remembered. I repeat my
comparison with the Lisbon earthquake. It would change
the culture. It would be the only thing this Congress
and your administration would be remembered for.

As you know, I have the uttermost confidence in your
commitment in this matter. In the splendid interview
you gave to Ken Auletta in the September 13, 13876 issue
of New York magazine you stated directly that you would
‘ask Congress to stretch the federal loan program beyond
the current three years, while after the election on
December 28, 1976 you stated most emphatically that,
"Bankruptcy is not a viable alternative for New York City
and we have eliminated that as a possibility for the
future." It would be helpful, I believe, if you were
to reconfirm these positions at an early date, But
furthex, I do hope you will share my view that nothing
is to be gained by pretending that the renewal of the
loan program constitutes a weighty issue of public policy, .
nor yet that when it has been done the needs of New York i
City will have been attended to in sufficient degree that
attention can safely turn elsewhere. !

Respectfully,

Daniel Patrick Moynihan f
i
|

The President
The White House
Washington, D. C.



January 4, 1978

New York state has not recovered its pre-recession
employment level. Novenber 1973 was the pre-recession high
point. March 1975 was the depth of the reecession.

(in thousands)

Non~-agricultural Government Private sector
employment Employment Fmployment

November 7,206.6 - 1,270.5 5,936.1

1973

March 6,777.0 1,345.0 5,432.0

1975

Noverber 6,869.0 1,283.5 : 5,585.5

1977

Total employment
1969 - Nov. 1877 Job loss

7,182.0 6,869.0 313.0

Private sector
1969 Nov. 1977 Job loss

6,006.0 5,585.5 _ 420.5

Source: New York State
Department of Labor
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State of New York
Municipal Assistance Corporation
For The City of New York
Two World Trade Center

New York, N. Y. 10047 Eugene Keilin

Executive Director

{212} 488-5720

Writer's Direct Wire: (212) 488. 5723

United States Treasury Department

1325 G Street, N.W.

(Room 720)

Washington, D. C. 20005

Dear Mr. Herships:

In accordance with your telephone request today, I am enclosing two
copies each of our Preliminary Official Statement of October 29, 1976,
our Official Statement of November 5, 1976, our Financial Statements
of June 30, 1976, and our Annual Report, which was issued this week.

Sincerely,

en J. Weinstein

Deputy Executive Director

Enclosures

Sav/mp



STATE OF NEW YORK
OFFICE OF FEDERAL AFFAIRS
PR REC H KK OKEOA 444 NORTH CAPITOL STREET, N.w.
KREXNK WASHINGTON, 0. C. 20001
BRAD C. JOHNSON December 30, 1977 (202) 838-131)

Acting Director

Mr. Eugene Keilin

Executive Director

Municipal Assistance Corporation
Two World Trade Center

New York, New York 10047

Dear Mr. Keilin:

As you develop legislative proposals for continued federal assistance to
New York City, you may find the enclosed documents helpful. The documents
consist of the two bills, plus the reports, which the House and Senate Banking
Committees approved in 1975, just before President Tord ended his opposition to
any form of New York City aid, and recommended the present seasonal loan program.

The House bill, H.R. 10481, as reported to the House on November 6, 1975,
would have created a five man board, composed of the Treasury Secretary, the HUD
Secretary, the HEW Secretary, the Chairman of the Federal Reserve, and the Chairman
of the SEC. Under the terms of the bill, the board would have the authority to
grant federal pguarantees of State bonds designed to assist financially pressed
cities. ‘The Senate bill would have provided for the same authority, under much
the same circumstances and requirements (see below). However, the State would
be obliged to meet only one-third, rather than one-half, of the city's operating
deficit, and the State could do so by means of a loan, rather than by a grant.
The Senate bill would have required the State to meet ome-half of the city's
deficit by means of a grant.

Rather than the four to five year phase-out planned by the Senate bill, the
House bill would authorize $5 billion of outstanding guaranteed bonds until
September 30, 1989, and $3 billion thereafter, until September 30, 1999, Moreover,
the State would be liable to make up federal losses only to the extent of federal
revenues flowing to the State (e.g. revenue sharing funds), rather than reimbursing
the federal government in toto for losses.

A mandatory exchange of MAC bonds and city securities would have been
authorized by the House bill, but the precise terms and conditions of such an
exchange would have been left up to the board. Unlike the Senate bill, the House
bill would not have required. the wvoluntary approval of the security holders.

Finally, the Senate bill would have permitted the federally guaranteed bonds
to be taxable or non-taxable, depending on the amount of the guarantee fee paid by
the State. The House bill would not have permitted a taxable bond option. All
interest on guaranteed bonds would have been taxable.
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The - Senate bill S.~2615 provided for short term (one year) federally-
guaranteed State bonds to finance the credit needs of a city if neither the
State nor the city could obtain private credit and if either one was in danger
of default. In ordef:to qualify, the city would have to file a plan under which
it could achieve a balanced budget within two full fiscal years, and would have
to submit to State control, of its fiscal affairs. The State would be obliged to
pay a guarantee fee to the- federal government, reimburse the federal government
for any losses, and, if necessary, make a grant to the city equal to at least
one-half of_the city's operating deficit, above and beyond prior State assistance
programs., Moreover, bond and note holders representing 65 percent of any obliga-—
tions issued by a State agency on behalf of the city (MAC bonds) would have to
agree to exchange existing bonds for federally guaranteed bonds with a later
maturity date. The same agreement (but with the lower limit of 40 percent) would
be required of the city's ‘own bond and note holders for obligations maturing prior
to June 30, 1976.

The federally guaranteed obligations would be limited to $4 billion the first
year, $3.5 billion the second year, $2.5 billion the third year, and decreasing
at last to $1.5 billion in the fourth year, after which the program would end.

In the case of a city which could not meet all of the necessary requirements
outlined above, has defaulted or petitioned for bankruptecy, and is in danger of
eliminating essential services, the bill would authorize federal guarantees of
the city's own bonds, and the State would not have to reimburse the federal
government for losses. However, only 35500 million of guaranteed bonds could be
outstanding at any one time, and no obligations with maturity dates of more than
three months could be guaranteed. Authority to make these emergency guarantees
would have expired very quickly, on March 31, 1976, whereas authority to make the
larger, pre-default guarantees would not have expired until June 30, 1979.
Otherwise, the features of the two programs are similar,

Both of the programs under the Senate bill would be administered by a three
man board consisting of the Treasury Secretary, the Labor Secretary, and the
Chairman of the Federal Reserve, Because it was antlcipated that the State~paid
guarantee fees would produce a profit, the bill would have established an emergency
municipal debt fund to provide money for the guarantee programs, with supplements
from the Treasury as needed.

Lf you have any questions, or wish for further information, please do not
hesitate to call. Best wishes for the New Year.

Sincerely,

(1t CC o

Brad C. Johnson

BCI:plw
Enclosures
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U5, THonge of Representatives
COMMITTEE ON THE BUDGET
CUnshington, DL, 20515

July 25, 1977

2 DEHECTOR

Ms. Amy Hirschhorn

Legislative Assistant

State of New York, Office of Federal Affairs
444 North Capitol Street, N.W.

Washington, D.C. 20001
Dear Ms. Hirschhorn:

This 1is in reply to your letter concerning the requivements
of the Congressional Budget and Impoundment Control Act as applied
to a possible extension of the New York City Seasonal Financing Act
of 1975 (P.L. 94-143).

After reviewing the matter, it appears that a simple extension
of P.L. 94-143 would not violate any provision of the Budget Act,
nor would it require that additional amounts of budget authority
or outlays be provided in the Second Budget Resolution for FY 1978.
This result is due to the fact that the seasonal financing program
is fundad through a trust fund to which an appropriation has al-
ready been made. Extension of the program would delay repayment
of the appropriation to the Treasury, but it would not appear te
authorize the enactment of any new budzget authority.

If you have further questions on the matter, please do not
hesitate to contact me.

Sincerely yours,

. DR }
(.)\..,Qm._ VR ""f:>,~--/(i'-‘ o

Wendell Relew
Chief Counsel
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On Decowber 20 and 21, 1676, the Commitles on Banking, Housing
and Urban Atfaivs held oversight hearings on the New York City
Seasounl Finoncine Act.

The luw was enucted 1T year ngo, on Decenber 9, 1075, It provides
for toans to New York City of up to $2.3 billion » vear {o cover
seasonal shortfalls i vevennes, The lomis may be made only if the
Secretary of the Treasuey determines that there is o rensonable Pros-
pect-of cepas ment, und they must be repaid in fidl at the end of each
of the city's tisead vtars, with interest nt a rate of one pereent above
the Treasury s cost of borcowing. The legislation expires on June 30,
1978. .

"The loan program was an essential part of the financial package
put together in fate 1975 to avoid » New York City brukruptey.
Other parts of the package included the following: - .

(1) A State law instituting u B-vear moratorium on repayment
of principal on $2.4 billion in short-term city notes comiug due,
and a reduction {u the interest rate to 6 percent;

(b) $2.5 billion in loans from unjon pension funds over thazie

pertod, to meet the city’s regular borrowing needs;

(¢) Au $500 million advance in Stute il payments to the city,.

to be provided in cach of these years; and
(d) About $200 million in wdditionn city taxes.

Previously, the State had pnssed u lnw requiring New York City to
wdopt o B-year Gnancial plin to bring its budget into balance by
June 30, 1975, and establishing an Smergency Finaucial Control
Board headed by the Governor to oversee the city's financial affairs
and its progress in meeting the Plan.

‘The conmittee held its first set of over-icht henrings on the New

—York-City Joan progeam in Ayl 1976, Sinte that tine, there haye

Y
been o mimber of new developments, First nnd Joremost anmong them
15 the decizion hinded down by the New York State Court of Appenls
on Navember lQ{tJ‘.'m'tlll'ning the moratoriion law. As noresull of this
decision, the cidd' must come up with a plan for fuyll repayinent of
close to §1 billion in notes previously under moratortum within the
next vear. This is over and nbove the spending cuts needed to balance
the budget hyv June 30, 1978,

In the hearings, the comnittee explored the following questions: .

What progress the city is making toward meeting its finaucial
plan and wehieving a balanced buldger;

How the city. is plunning to resolve the problem of repaying
that $1 biltion in notes that were under moratoriurg;

What are the prospects for the city's re-entering the eredit
murkets in 1078 after the Federal loan program ends; andl '

What should be the Federal response to Now York City's
finunciul problems at this point in time. . '

Witnesses at the hearings ineluded Willinm B, Stimon, Secretary
of the Treasury and administrator of the New York City loan pro-
gram; Abrahum D, Beame, Mayor of the City of New York; and
Hugh L. Carey, Governor of the State of New York.

SUMMARY OF FINDINGS AND RECOMMENDATIONS

Based on information obtained in the oversight hearings, the
connittee sees no need at the present time {or nny wdditionad Federal
usststanee to New York City, either to repay the notes in moratorinm
or to extend the seasonal loan progrm bovand e 30, 1978, NMore-
over, it is the judument-of the committee that Congress would not
approve uny fothormd for such purpoze wers it to be requested, The
specifie finding- A1 the committoe are a= follows: . ‘
71 The commnittee finds that New York City is on taraet in earryiog
ont its finnncial plan and that ity oflletals are conmmittod to meeting
the requiretnent in State low of & badanced badget by June 30, 1978,
In particular, the committee finds tlmr/,\
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w. The rity met it goal of 8200 million i annualized hipdeet ewds
for fiscal year 1070, and is on seliedule in making $400 million in budget
reductions for fiseal year 1977

h. Where Sippage bas ocenrred, the eity hns sueeez<lully substituted
other budeer cntting wetions in order to stay on tareet in carrying
out the fhnanecinl plun,

c. The City has mede substantial iinprovements in its budgetary
ail fimaneind control sy stems nnd is slated to have in place within the
next year ous of the most reliable municipal accounting systems ip
the conntry. . b

2. The cominiltee linds that in many enses, budeet rednetions havg
been achieved without a sabstantinl decline in the quality of services
provided, owing Lo productivity uteasures instituted by the city and
1ts emplever nnions.” :

3. The commiftee finds that there is improved investor confidence
in New York City, s reflected in the Municipal Assistance Corpora-
tion's succe~:ful sale to the public of $256.3 million in bouds in early
November 1074, - '

4. The cormmittee finds evidence thut both New York City and New

York State ure ailing to cellect Iarge amounts of taxes owed, includ-

ing $370 million in back real estate taxes vecorded on the city’s books,
and that this sgeravates the city’s Anancial problems. Both Mayor
Beame and Governor Carey expressed concern about this problem
and indicated that they are taking steps to improve tax collections.

5. The committee finds that city aud State officials huve been
working on a plan for repaying the $1 billion in short-teem city notes
affected by the moratornun decision, the basic elements of the plan
heing n restructuring of the MAC debt, sales of new securities, nnd ensh
froms the city's budget. However, no formul ugreement on a repayvinent
plan has been rewchied by the other parties involved—the banks, the
penston funds and the notelinlders, '

6. The committee finds thut if New York City successfully earvies -

out its financial plan and repays the moratorfinm notes, then there
=hould be fsr more investor confidence in the city's futuree by June 30,
1078, when the Federal Toans end and the ¢ty has to meet its eredit
needs in the private market. '

T - —Fheprirerr b recommenhrbens- e ae—fatlevss:

——

1. The committee reconimends that New York Cite andd New.

York State muintain a firm commitment to balaneing the ¢ity's
budget by June 30, 1978, as required by State law, since it is
unlikely that any additional Federal loans will be provided after
that date.

2. The conmittee recommends that the eity and State nd tie
other parties involved make every eflort to rench formal ngrees
ment on a plae to repay the 1 billion in moratorinm netes in
the near future, in ovder to relieve the uncertainties over New
York City's finuncial future posed hy the State Court of Appenls
decizton. o

3. The committee recommends that New York City and New
York State aceelerate efforts alveady underway to eollect more
of the taxes due them aud “give porticular attention te hiving
additional aaditors and taking vigorons artion against property
owners who are delinguent in thewr real estate tax paynents for
more than oue vear. ! A

4. The coinmittee recommends that the Seevetary of the Trens-
ury work with City ofliclals te have thens attempt some private
borrowing (o meel seazonal needs during the 10978 {iseal vear, in
order to prepare for re-entering the epedit nuokets alter the
Federal loan pragrun ends.
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BALANCING THE BUDGRT 5

o Uniler Stote iw. New York City s vequiced to develop and josple-

pient oo Anancial plan desiened to climnate it~ budgel deliett by ;

Jive 30, 1078 and to show substantial progiess toward balaneing the i

Berdeet i fizea] venrs 1076 and 1077, The plan st be spproved by

the Finetgeney Pincnedal Contvol Board, o State azensy headed by

the Governer, whirh s final sonthority n\tlﬂ,}u,_u—wrf—tu_;_l%

saes lnaneial attaiis, T

FirdtinpprtebeF e the lnaneial plan providos Tor 200 pitlion in
wivitdized budeet eats in lzeal vear 19760 ad spending euls or
revenie inereasc~ tolaling <370 nallion dn fliseal veae 1077 nd 5358
mitlion i Bseal vear 1075 Tt al-o inelndes veductions in eapiinl =pend-
ing. remioval of operatbiz expetises Trom the capitad budgel over a H-
vear period; winl catablishnent of s acconntine <ys<temy and buadgetary
contrals accurate cnepeh to premit an independent audit Ly 1973

The financial plan has come mider eritici<m fren virdous stand-
prints. Some critics have attaeked its evedibility and elaimed thot
city officials luck the will and the ability to make the budget euts I
yequired by the plam Other have assected thal the ety can achieve ;
the cuts only at the cost of erippling its economy and have eulled for
an extension of the budget-buluneing deadline beyond the June 30,
107X date.

Based on evidence obtained in the aversight heartngs, the committee
finds these ¢ritici<ins unpersua=ive. Up to this poeint, New York Ciy
officials have demonstrated an ability to plan snd earry out the budget
reductions required to climinate the budget delicit by the date set in
the law. The Emercency Financial Control Dourd has played its
watchdog role well. Where slippages have oceurred, where projected
spending redurtions have not been achieved, the Control Board hax
directed that substitnte cuds be made. Thus, although some parts of
the plan have not vielded the expected savings, substitute netions have .
Lept the plan us o whole on target. As a result, the comnittee foundd
convineing evidenee that New York City is adhering to its financial
plan and ean balanee its budget by June 30, 1978,

vy nclezadict ".’;‘Cf}
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Finaneial plan /s being achiered
According to Mayor Beawe's stutement, New York City's vear-end
franeinl statements (the first issued in its history) show tlint the
ity accomplizhed it< $200 million budget reduction program fov fixcal
vear 1976 and finished the yeur with a deficit that was 853 million
less than that projected in the finaneial plur Furtheermore, City
Budwet Director Kimmerfeld testified thut the city is not only on !
sehedule bub ahead of schedule in meeting its plan {or the present ¢
fizeal year 1977: N o
' The reazon we were ahead of schedule vesults fram the
additional $30 miltion in reductions that the Emergency
Financial Control Board requiresdd us to put in place in
Augnust as a hedge againzt slippage in the plan. Lhe—fa®:
is that we have not had slippage equuiling € milion. We
are on tareet mnd we are riunning abead of schedule with
regartd to those scheduled bhideet redustions and suvings
necessary to meet the fzeal year 1977 Financiol Plan perind.

The mayor could not supply details of the peogram to close the

budzet gap in the last year of the plan, which begins on Judv 1, 1077, ' o L
bue he assured the commities that the program was in preparation o S g i
i

and would be vnnotneed in early Janary.

[n its previous oversight report, the committee called attention ;
to the crucial inportance of the eity’s carrying ont its fineneial plan !
ar! recommended that the Treasury monitor the city’s progress !
elosely and al=o obtain some ielependent nualy~is of the city™s expendi- -
trre reduetions and revenne estimates, Seeretary Simon stated that |
the Treasury bad done this el that both the <tnfl analysis wnd w '
tnrlependent review by a ennsultant, Avthar Awdersens mnd Co, lent :

snjpport to the mavoer's claim that the city i< achioving iis finaneiad
(lan for fiscal vears 1976 and 1977, To quote from the Seereliry’s
statement:
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Tn a separate report, Andersen eoncluded that, in generad,
New York Cirv had taken the necessary altnigisteative steps
to inplement its defieit reduclion progeant in conerete teimis.
For example:

Since the hesinning of its finaneind crisis, New York City

e reduced the size of its payroll by mere than 50,000
jubs.

The eity s reached agreements with its nunions, represent-
iner more that 200,000 cploy ees, providing for a freeze
whee costs throuuh fiseal 1073 andd w524 million reduction
in fringe beneiit-. '

The vity has closed all ov major portions of three hospitals -
aned expect~ to close adewn wdiditionad health fueilities.

The city hus codedweentury obid tracdition of (ree tuition it
irs City Universty awd Das announeed that it will not con-
wribute to the pperating expenses of CUNY's senior colleges +
in fiseal 1975, a

These measures, anl many others, resulted in achievenment
of the objective bf 5200 million In budget cuts in fiscal 1976,
Moreover, acconling to Andersen’s review, the necessary
administrutive actions to accomplish a 5400 willion budget
rerluction in the current fscal year are in place. Acconrdingly,
there is substantial basis for concluding that at least 5400
pullion in budget reductions will ba realized in fiscal 1977.

Speretary Simon told the comnmittee that another report dond by

Arthur Anderen concladed that the city had instituted interim
miensires to limprove its budgetury and finaneinl control systems and
that it was on ~chedule in installing the mew Integrated Financial
Mansgenment System. This means’ that the fnancial information
reporied by the city is far more relinble than ever belore. >

The Committes was glad to hear from Muyor Beame thut in many
cuses, budget reductions have heen achieved wtiliout any substantial
decline in the quality of services provided, due to the “intensive
employes produrtivity program initiated by the city and its employee
Loions.” The mavor gave severnl exnmples in his statement:

Jn the fire department, for example, awe Lave cut bark one
inanning level 10 pereent sinee 1973, and it i< now at thiJevel
was in 1068, Tlowever, we bave maintained our respobse time
despite & 26 percent increase in the numher of alarma. '

In the parks department 50 percent of the seasonal employees
have been sepurated and 25 pevesnt of the overall stafk. Never-
theless, the depurtment has performed it mission. :

In the <anitation depnrtment there lins been a 21 percent
decline in the number of employees since 1975, but the number
of tons of refuse vollected per triek shilt has inereased. "

The commiltee recognizes that it i& not eusy for New York ity to
make budget reductions of thiy maghitude and that this is bound to
canse problems in some arens. Nonetheless, it ix essential that the ity
bring its spendiag levels within its means, Phus it is comuendable
that the city and its employees have Deen able to offset speivling-ents
with productivity miins.ih o i ier, el Instanees,
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[nenflected i s aquracate erty wnd .S'frr!‘»f_,fiie(mcfnf problems

The comritiee reeeived information from Paul Dulienl, special
Ledistant to Bronx Borvougd Pre<ident Rohert Ahrwons, eonlending
that the firancial problems of hoth New York City and New York
State are awrravated by fUfailure to colleet vast nmonnts of tuxes tlue
and owing fanid colleetible}.” The New York State Commissioner of
Taxation and Finaunee, Jumes H. Tully, Jie, has stated publicly that
(he State lo-es 5300 milfion a year T enles taxes and S350 million 2
veur in inceome tixes. According to Dubual, there i< al=o an estimnted
loss of $200 million i corpornte taxes A 5200 millon in miseellancous
otlier States taxes, incliding 525 million iu eigarette taxes, New York
City lozes two ways: first, through fallure to collect some af its own
Laxes, and second, through the State's failure to amuss the taxes it is
supposed to collect on the cityv's behalf. The largest single iteny on the
city's books is 3570 million in hacl real estate tases. Other estimated
losees indicated by DuBrul inclede 2200 million I sales taxes, 3100
niillion in corporate taxes, 5200 miblion in income taxes, $100 mitlion
in cigaretts tuxes, and $200 million in parking fines.

While most of these fgures ure eatimates, they do give strong
evidence thut New York City and State ure suffering great revenue
Josses whirh they ean ill-afford andd that hetter collection practives
could improve the financial picture considerably. The State of Wis-
cousin, for cxample, with a mueh smatler budeet, has managed to
collect an additional $52 mithon ated minimize tax losses throueh the
use of 200 auditors who puy [or themselves many times over it in-
creased revenies, -

Governor Carey expresseil his coneern ahout this problew and told
the conunittee that New York State i< now engaged in an effort to
iniprove tax collections, hazed on the Wisconsin model. He deseribed
some of the mewsives now underway:

1 ~oucht und gnt quthoviza Uon from the Tegislature to have
monthly instead of quarterly collection of wnles taxes. Thut Ts o
redueed the loss in shppage of sales taxes,

A< well, there have been auditors Added to the State Tax sud”
Finunee Department. ’

We huve undertaken ws well the collection of the city’s ncome -
tax Tor the city at a savings 1o the oty

The indieations are at this time that we will improve the-
collection of city income taxes by Lavine a joint return uniler-
which the tnxpayer within the ity files city und State lncome:
tax statement. : '

Provessing of those retums will be on w more effective basis.

We are introducing the very systems and inprovements into
that department that we have lemrned Trom the studying of tax
collection policies in other states, particulariy the State of

~ Wiseon=in.

. Mayor Beame aud Budeet Divector Fummerfeld stated that New
York City s nlso working to juprove 13 tux collections. A major
barrier to real estate toX collections hias been a city law allowing,
proceeding= against a delinguent property owner only after 3 years of
Uefuult, & new law elfective danuary 1, 1077, changes that peciod to
1 vear and =hould oive the eify more power to collect real estate
tave- nwed, Hlowever, feununerfeld noted that some of the haek taxes
rerorded on the books have been shown by awdit to he mistalenly
billed, and that the eity i+ making an effort now Lo correct its tax
rolls and remove propertios that are ahandoned or are wholly or
partially Lo exempt. [unmerfeld stated that the city 1 “very much
concerned? abont nneolleeted taxes: .

We bave taken o hard look at the uneollected taxes, backlogs,
receivables .

We have ndded 0 the stafl, oflice of the ety contratler and
finanee whainisteation, men for this purpose. ‘Fhere wre 100

T . I Coe Fane manths in the
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The committee believes it is important for New York City and -

New York State to collect muore of the tases due theny, and that both

ol aceeleeate efforts already undertaken in this arvea, in view of

their pressing fnancinl problems, White auditors and other tax
collecting oprrations do cost money, the results generally repay that
cost many tintes over, 1t iz particulardy finportant that the State improve

its operation, sinee it is the eollection agent for many of the city’s

taxes ns woll, In this revard, the committee reconnmends that New
York State consider joining the Multistate Tax Commission, a joint
ageney of 21 State govermments which audits major corporations
operating aeross State lines and has recovered willions of dotlars in
tux reveinies [of its member States. Inoaddition, the commilice
recommend- that New York City give top priority Lo collecting
back real estute tuxes under its new law, expeciatly from lavge property
holders with long records of {ax arrearage, o
Dudyet-balancing deadline can be inet .

While it will not be easy, the conunittee finds that New York City
should he ahle to meet the present deadline ml balunee its budget
by June 530, 1978, ludeed. the committee did ot hear any senliment
expressed in fuvor of extending the budget-balancing period. As
Assistant Trensney Secretary Gerared stuted, “The Taet of the matter
is that nohody i o position to deal with the finunetal plaw or Lo
evaluate it divectly has taken the po<ition that it’s not donble by 1978.7

Mayor Beame assured the committee that New York City has every
intenlion of earrving out the Finaneial Plan on sehedule: T am
committed, the eity is committed, to a balanced budgel for nest year.
We are voing to do that”” L concluding his statement, the mayor
offered the Committee this enconrasing assessient of New York
Citv's financial situntion. after the strugeles of the past year:

e fiseal crisis hus given the city a chanee, albeit o painful

Lone, to review, reorgunize atul revise its governent. opern-
tion<. We will achieve the goals of the funancial plan, and we
are hetter prepared to face the future than ever before,

Tn view of all this, the commnittes <ees wo need forany extenston of
the period for balnneing the budget hevond the June 50, 1975 «ate
seb by State law. The sooner that New York City ean necomplish
this <lifficult tusk, the faster it can o about the more injportant

feffort of vevitalizing its economy, by implementing the types of

business tax ctts nnd other recovery meazures wnnounced by the
Mayor the day before he testified ut the conunittee’s hearings.

IMPACT OF THE NUTE MORATOLRIUNM EJECI-"-ILD.\:

Tn November 1975, with New York City. facing the prospect of
default on its obligations coming due, the New York Stule [Jtrgi.ﬁlulu_rv
passed a law imposing a B-yesr moratorim on. payment. ol prineipad
on §2.4 hillion in short-ternt eity notes, and a reduction in the interest
rate to 6 pereent. Shortly thereafter, the major New York City banks
ard. the peusion funds agreed to defer repuyment for 10 vears an
accept lower interest vates on S8R9 willion worth of thoze notes. Sub-
sequently, other noteholders agreed to exchange an additionnl 5616
million for 10-venar MAC bonds at S-pereent interest. This left slightly

.

leis thaw S1 billiow tn city notes divectly subject to the nworatorinm.

e s
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(e vear tater, on Naventher 40, 16976, (he New York State Count
¢ Aupeals overtrned two Tower court deetaons ol raled the pera-
s o=t tonal, on the cronads thag it vintated aoregquirement
4 the Stace Constitution that a municipalive pledee s S haith and
codie for the repavent of any indebtedness whieh i inears, The
Coet held that the wotehollers were entithal to be repadd, but not
Sipmedintel T pr byoany Cnastres moesessarity disraptive of the
cine's deliente Dnaneial amd cenpomie abanee” Altormey s representing
i Flushine National Banlk of Long [land, which hronohit the =it
crnlleneing the momtorium, were instrneted to act on beliatl of thoe

Fank and other nateholders ~imilarly siteated o working oul an
nereement with the city to vepay the 1 bitiiow i notes ont=tanding,
The effert of the court of nppeals decision on the other notes which
were oxtended or exehange 15 stilb in question el wder considera-
tion by the court<

[ the fmmedinte afternsath of the moratoviwm dectsion, the com-
ittee was concerned about its implieations for New York City’s
fircneinl recovery, for u number of reasons, First, it called into yes-
tion the city’= ability to show n reasonabie prospect of repayment
of the Federal loans needed in December and bevond and to repay
e $1.075 Lillion in foans already ontstanding. Second, the belicf
was expressed inmany quarters that the eity conld not handle this
e crisis aned that the Federal Government woulil have to step in
ard provide additional aid to pay off the notes, or otherwi-r laee pew
threats of a city bunkraptey, Thind, since the moratorinn was a
crincial pact of New York City's finareial plan, it< removal raised
sorious questions ahout the ¢ity’s ability to accomplizh its budget-
Lalaneing efforts by the June 5t 1078 deadtine,

Sinee that time, these coneerns lave lavgely heen disspelfed. Seere-
tury Shmon assured city offivials by the following day that the loans
vonld be continued, wiul representatives of the State and eity have
heen engasing in o concerted effort to obtain the sew resourees needed

o pay off the notes i moratarini, over and above the requirements
af the fnancial plan, And while the Tatter e has vet to be resolved,
Uie eommittee believes that an aceeptable payment plan can he
worked ont in the near futare, A
Continuation of the Federal foans to New Yok City e

One of the {irst questions vaised after the morntorinm decision
was announeed was whether or not the Sceeretary of the Treasury
would nuthorize the $770 million in Federal lonns which the city
was then planning te request for the month of December, given the
vncertainty ahont the cily's ability to cope with the additional
Bnancial strnins imposed by the decizion? :

It is the view of the connmittee, as confirmed by the Secretary,
thart there i wmple anthority both in the Taw and in the eredit agree-
ment pursuant 1o the law for the Seeretary of the Preasuey to refus=e
further loans to New York Ciivand demand vepayment of any loans
ontstaugding, i he determines that this is requited to protect the
Federal intere=U The New York City Seazonal Financing Act stales
that the louns <hall he provided only il the Secretary dotermines
that there i= 1 reasenahte prospeet of repayoent,” and seetion 7.1.5
of the eredit avreement permits the Seeretary to demaud payment
immediately i “am adverse deeision s rendered In liigation
materially el sdversely affecting the fikelilood of flfiltiment of the
city finnnetal plan,

However, Seeretate Simon told the Connsittee that alter careful
analysis, hé deeided to inform City olficials immediately that the

Decomber foans wonld be authorized, breaise this allowed  the
development of w plan for vepayment of the moraterinm notes Lo
proceed inan onderly nanoer, without the fedr that essenlinl =ervices
would be et die 1o the aheence of anticipated Federal funds” The
Seerdtary latedd the faetors which ted T to decide that there was
o rensonnble prospeet of repayment of the Federal lonns:

RTINS . .Y

[
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Fie=t. prrsiant to the credit agreement, New Yorlk City has
ferevoeably pledged 1o the Freasury $204 biflion in revennes |
fram =tate <ources, more Uan enough to vepay prineipal ard

: inlerest on the estinmated 52,0 hillion loans, Parthermore, as ;
additionad ~eenrity, the aet anthorizes Treasey ¢ elaim Federal
sorrrer vevennes due the iy, Thicd af satisfactory arrangeinents :
to finanee tepavment of the woraterian lebt can he developed, |
s b belicve they can, then the eity’s casb Tow appear< more than :
adeguate to repay the seasonad losn without impaiving eamenlial i
service=. Finnlty, the provisions of titfe 54 of the United States : '
Code, <eetion 191, wive the Tressury an shsolute fiest priority !
on the re~onrees of any entity tndehied to us. ;

The Secvetary also noted that an innnediate annouticement con- : S
lirming the December loans eliminated an wneertainty in the market : S E
ad kept the value of MAC bonds Trom fulling snbstantially, Hfan ; / ‘
important consideration siiee the =ale of new MAC ohiigu[in/.« i+ LS :
. likely to be required as parct of asofution to the moratornin problent.” R -
e The committee believes that the Seeretary fultiled the terms and /
conditions of the liw and acted responsibly in suthorizing the

December loans to the city despite the uncertuinties surrounding the
maoratorivin decision, Given the faet that sufficient revenues to repuy
all the fiseal vear 1977 loans were alveady pledaed to the Treasiay,
it was i the best interests of all parties concerned for the Seerctary
to seek to ease the impact of the conrt of appeals decision. L
Prospects for repuypnent of the notes I

In the first few days after the moratorinm decision was banded -
down, the committee was disturbed to hear reports that New York
City would be looking to the Federal Government for additionnt
fiuaneial aid to pny off the $1 billion in uotes. Fortnuately, it now
appears thut city and State officials have abandoned this view nnd
undertaken a concerted elfort to obtain the money needed from the
resources available to them. Secretary Simon offered the committee
his assurances on this point:

. it seems elear now that all the relevant parties are com-

mitted to achieving o solution at the state and local level.
Thourhts of new forms of Federal credit assistunee specifically
to deal with this problem, while widely discused wmonth ago,
have been dissipated by the vealities here in Washington utul by
recognition that a solution at other levels of governiment was
both foa=ible and possihle,

Muvor Beame told the coramittee that the eity is m oo far better
position to deal with a finoneind problem of this magnitwde now, alter
a year of buduzet-cutting and belt-tizhtemnyg:

' A vear ago, the City’s options in such a erisis would have heen
limited to u total federal sojution or bankruptey. "Today, how-
ever, we can face crisis without chaos. The prices of city and
MAQ securities in the muirket place and the willingness of the,
capital market to accept MAC securities reflect the progress we
have mude, This in turn has made it possible for us to preseut
a propo=al which ineludes a sale of sceutities us well as eif v eash,

Felix Rohatyn, chairman of the Municipal Assistance Corporation
(MAQ), the State ageney set up to horrow on the eity’s belndf, fas
been in charee of the effort to repay the uotes) e deseribed to the

- committee the peincipal clements of a repayment plan developed by
MAC and the eity in Decenber: - ‘
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A voluatary restructuring of $1.8 billion of MAQ I0-year
deht held by certain New York City institntions—mainly bauks
aml pension finds—which coutd make available $206 million lor
noteholderns in the current fiseal year, il stretehed to I15-yeur
maturities, : .

- Asale of MAC securities to certain institutions, such us State
and f‘it)‘ ;Jen:iun fun(ls, commercia! banks nnd sn\'ings ban ks,

Sach nosale, of hetween $250 and $300 million, coutd employ

short-term MAC secnvities related to savings over the next [ew
vears from the restructuring T just mentioned. ‘Tliese securities
might be convertible into longer term city bonuls, if the city con-
tinues to balanee its budget and meet other financinl conditions.

A public sule of MAQ securities, also of between $230 und
8300 million. The recent succes=ful sale of MAC bouds convinces
me that, if the rest of the plun can be put together, the strong
current bod market would neeept this new offering at a reason-
able rate of interest. The current favornble murket climate mny
obviously, no longer prevail if our negotintions ure too protractedd,

Perhaps $250 million in cach cenerated by the city, using the
previously planned refinancing of Mitchell-Tama miortzaces on
middle-income housing.

Weestjnute thut these elenents of-our—proposil Foull he toni
mi_tger’l,n,[ﬁi?'accoﬁi}?ﬁ;h Ou-tsehetlnle—thst would—praduce $206
;ul/llm'n;’,hy- Feprinry
add thi-balaee by

However, Rohatyn told the committee that none of the parties
whoze agreement is required to implement the plan had yet given
formal consent to its terms and conditions. When the city presented
the plan to the court, the attorney for Fleshing National Bank ac-
cepted the sehedule of payments proposed, but relused to accept the
plin as o whote <o Tong ns it was contingent on ugreements not Vet
coitfitined by the banks aud the pension funds. The court permitted
the aty an additional thirty days (with subsequent extension to
February 1) either to obtain commitments from the parties involved
or to come up with an alternative plan,

In the period since the oversight hearings were held, the details.
of the proposed plan huve nndergone some modifications, but the
basic elements huve remnined the same: MAC debt. restructuring,
sules of new securities, and cash from the city’s budget. The fist
element, the-debt restructuring, is also a erueial part of the city's
budget-hubancing plan. Tt is supposed to result in ensh savings to the
city of 5206 million in the current 1977 fiseal year (to be used lor
repayment of the notes), $203 miliion in the 1978 fiscal vear (to elimi-
nite part of the budget deficit), and then $170 million for the 2
succceding years.

However, there hs not yet been any agreement by the parties
nvelved cither en a repnyment plan or on the MAC debt restrue-
uring. While it would not be approprinte to comment on the details
of the ongoing negotintions, it is clearly in the intevest of all parties
concerned  to rench  agreement ws soon ns possible on  both
matters, in order to relieve the uncertainties surronnding New Yok
City's finaneinl future and to realize the full suvings prejected [rom
the re~trncturing eftort.

it is the considered judgment af the committee that Congress
would not approve any additiona! Federal nssislance to New York
City for the purpose of puying off the $1 billion in notes nffected by
the moratorium decision. Fhos it i< important that the parties in-
volved in the negotintions make every cHl'nrt to worl oud Lhe detnils
of the repayment plan so that o formal agreenent can be coneluded
in the very near [utnre,

T approxiiintel i hatlof “the totd J)}"il%}fﬁii?y
..'.t"_;\"ovétl)er 19, Pyear from theCourt’s derisigh, /

908 . v
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7~ ) NE-ENTERING THE CREDIY MARKETS
'I\ Fm— et b qirze of the oversight hiearings, the committee gave.some
consideration&@r the question of whether or not New York City witl be
able to ve-enter the credit nmrkets to meet its borrowing needs nfter
June 3001978, when e Federnl loans end. This will be the erneial
test of the finanein] plan and of the sveeess of New York City's efforts
to regatn finaneial stahility, )
Secretury Sunon told the comnmittee that he continues to he
“eautionsly optimistic” about the City's prospects:
if they procecd down the rowd to achieving hudget halaaee,
fiseal and Hnncial eredibility ot the end of 1978, and have un
acconnting sys<tem that people can wnderstund and awclit, then
thes will retien 2o the capital markets in fiscad vear 1979,
Moreaver, Simon expressed the view that the moratorivm decision
conld artunly-help the city in the long rin, if the immediate proliem
of the nate repayment iz hundled suecesshully, e pointed out that
the court of appeals decixion has obviuted certniu concerns which,
surrounded the note moratorium: : ‘
First,-it has been argned tiint the existence of the notes in, .
maoratorivsm would ereate both linancial and psychological barriers,
to New York City's re-entry to the capital miatkets in fiscal 19797, ™
More generally, the moratoritwn was viewed by many us clouding..
the valie of  far bronder range of obligations—certainly the,
securitios of issuers within New York State—and thus having. a
pervasive adverse effect on the municipal bond market, dn
tportant, integral and growing sector of our capital market,
structure, The conrt’s decision climinntes both concerns, subsy, !
stantinfly improviug the prospects for«the future, Coe
City and State officiaiz were more cantious about the prospects for
New York City’s re-entering the credit- morkets in late 1978, und
somewhat less optinistic, Governor Carey put it this way': .
We will bein technieal balanee in 1978, But we haveto ask the
qnestiot as to whether a nmarket will open upfor ity in whieh
the schools, tBecsimninmomptarnaae2r The state of onr hmalth/\
S seskema the state of our teansportation, are all in deeline, This
is o guestion whiel I think investers are goine to ook at as hard
as they wre going to look at the balaneed budeet sheet, "

The committee realize< that this i< a tongh jidement eall ain] De-
lieves it i< tos <oon to tell whether or not New York City will wet Luek
mnto the credit market= in fizenl year 1979, However, there i< reazon to
believe that if New York City suecesslully earries out alj aspects of
its financind plan and the repayment of the notes in moratorium, thea.
there ~honld be far more investor confilence in the city’s future

trhteen mmonths from now.

In its previous report, the committee recommended that the Sevre-
tary of the Treasury instst on complinhee with section 6.11 of ‘the
credit agreement, which requires the ¢ity to use its beat elforts on ancl
after July 1, 1977, to ineet its seasonal borrowing npeds in the privats
markets without resort to the Federal lonns. It is pos<ible that the
effect of the repuyment plan for the notes in moeratorinm, which in-
volves =ome private borrowing by MAC, would make it more difficult
for the eity to undertake suelan effort as early as wext July, Nonethe-
less, Secretary Simon <aid he would reconmmend to his suceessor N
Blinnenthal, that the presstbilities of the city'=s doine this be explored,

The committee belicves it is essential that Nesw York City “test the
waters” and trato do somne private borrowing hefore the Foderat loans
expire, in order for it to regain aceess to the eredit markets after that
date. “Thus the conunittee recommends that the Seevelary of the
Treasure work with eity official< to have them attempt some horrowing
to meet ceasonal needs, ax an alternative to Federad Toans, as early as
it appears feasible in the city™s 1975 liscal year, '

\
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FEBLERAL URBAN POLICY REVEEW

While thie neert for the New York City Seasonal Finaneing Aet was
precipitated by the evisis which arose iy 1975 veearding the managze-
ent of the city s debt and expendituees, it ~honld al=o he reeognized ;
that not enlv New Yok bnt other eities siffer rom deepseated
economic problems which affeet their lone-term fiseal soundpess.

The commitior helieses it the exposure of the Federal taxpayer
ander the Seasonal Finnneine Act nlkes oversight of the loans
extended wnder that net an anportant responsibitity, hit the longer
terms ecoromie health of New York and our Nation's otlier cilivs 18 )
also of great concern to the coimnittee, - - ' : - S

As Sennter Brooke-seid ot s hearings, oo thas connnitlee L
should ot have toact as an femergeney room’ Tor ailisg vities .
action misl b taden to restove the health atrd vitality of our older R
urhan areas” ’

There i~ o vrowing tecoznition that sy of our Nation’s eilies
are experiencing o long-teeny dechue in thetr ceonomic base. How-
ever o nationl ronsensus shout the hest way to deal with thiz prob-
lern has vet 1o emerge. At the Foderal level, there is o plethorn of
programs= available to Stale and loeal govermments, deating with
ahmost every aspect of State and local aetivity, from edueation to
law enforcement, to urban tenewal o addition, there are a nmuher
of program= to deal dircetly with the problems of lower-inconme
persons, many of whom hve i onr eities—aid to Tamilies with de-
pendent children, food stamps, and rent supplements to name a few.
Jurisdiction over these programs s divided anong varions depart-
ments it the exeentive braneh and various connnittees within the
Congress. .

The economie condition of New York and many other eities points
to the necd for n rethinking of the Fedemd relationship with out
cities nul the people who five in them. We must serk a new national
consensu= aboul the responsibilitios ol each fevel of government--
Federal, State and Tocul ' ' ‘ |

"Phe committee helicves the Congress and the Adminiztration ¢ |
. chould trdertake a tharoneh review of Fedeeal wrbun poliey. Nepabrepe 7D
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D of by i tndhuanmiroeries . We reeotiize that continued eood Taitl
efforts on the part of New York and other cities to achieve fiseal .
integrity ~houkl be met by u good faith con=tderation ;Ietzkh”&:lif"rtemi//?
4#&!’(??Thﬂm}iﬁ?m12;ﬁ¢cﬂumw}mgfnﬁ»iiﬁii/y/in th el of urban
affaits, Fbscommittee intends to do what it eay to mcet q},#'-\ . -
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PUBLIC LAW 94-143 [ILR. 10481); Dec. 9, 1975

———— —— e

NEW YORK CITY SEASONAL FINANCING.
ACT OF 1973

For Legislatizve History of Act, see po7253

; An Act to authorize the Szeretary of the Treasury to provide seasanal
d tinancing for the city of New York,

Be it enacted by the Serate and House of Representatives of the

nited States of dmerica in Congress aesembled, New York
City Seagonal
RIOORT T{UITLE Finamelng Act

of 1975,
Srerms 1 This Aet may be cifed as the “New York Caty Reasonal 31 Use 1501
Finuncing Aet of 10757 nate,

FINDINGS AND DECLARATIONY

-1 Sees 2278 he Congrress makes the following finviings and deelurations: 31 ysc 1501,
oy (1) 3tas neeessary for the eity of New York to obluin sensanal

finaneing frons time to thne beewise e city’s revenues nnl expendi-
tires even when in hadunee onoan annusl basis, are not recoived and
disbursed at equivalent ratesthroygrhoul the vear,
(2) At the preesent time the ity is or may he unable to obtain suel,
ﬁ sesenal Hroneing frongits cost oy sogrees,

- Chr IHis necessary to assire saeh seasenad fnaneine, in order (hat
the city of New York muy maintain essentinl governmental servieos,

i

I DEFINITIONS

K Seec 3, Aansed in this Aet; ) 31 Usc 1502,
¢ () “Cuy™ and “State™ mean the city and State of New York,

respeetively,
(O “Finaneing agent™ means any ageney duly authorized by Stafe

law tn act ou hvlml?m' in the interest of the eify wiln respect to the

eity's finaneial allairs,
{e) "Seeretacy” means the Seeretary of the Treasury,

TNANE

Seec 4, (a) Tpon writien reruest of the eidy or o financing agant, the 31 UsC 1503,
Socrofary may ke loans to the city or such financing agent sihjent 20
fothe provistons of this Aet, bhnt in the case of any loan toa finaneing AT LT
l agent, the ity and suel agent shali be jointly and severally liahle Pl ; ?" 7
thrteon, : N i\ﬁ {.[ \
{ (hy Earhsueh doan shall mature pet dater than the last day of tha AR [M :
city’s fiseal year in which it was macde, and shall bear interest, al an kg -"’iﬂai,‘?’ LRneE
athal rate | oper cenbum per anpom geeater fhan the enprent averngo & 1-"‘, u{”}\.ﬂ it o
market yiell o ontstundime marketable obligntions of the [ nited ' iﬂngﬂ,ﬁi LR
States witl remining periods tn manturity eomparable to the mator- ¥ s":"':jt}f{f e s
tics of suel loan, ns determined hy the Seeratn rv atthe time of the loan. i )

ERCURITY FOR LOANS
See, B, In connection with any loan under this Act, the Seerelnry 31 e 1504,

may require e city and any lnancing agent and, where he decms
neeessary, the State, to provide such security as he deems appropriate,

88 STAT. 797
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"Person, !

3¢ USC 1505,

31 USC 1506,

tew York
City Sceasonal
Financing
Funel,

| stablishiment,
31 USC 1507,
Apyropriation
authorizatioi,

LAWS OF Uh CONGo—Isl BIESS. Dee. Y

The Seeretary anay take suel aleps s hederms neersiry Lo realize
upesi any valtaterad inow ko the Uanted States s oosenvity interest
purstant to this seetion Lo enforee any elaine the Vnsted States siay
Dove weninst the ity o fnnneing agent puarstand b this Aot Note
withstanding any otlwr provision of Tows Aces making appropriations
ey prrevide for the withbolbing af any payiments fom the Uited
States to the oity, vither direetly or Crrongh The Seaey which nay b
or iy hecome shie purspast Teany vl offset e amount of soch
st bl payvraen s amonst s elainn the Seerebary iy huve agminst
fhe ety oy [inaneing et puesiint to this Aot Wiath respeet to
debit= tnenrred parsuant G thig At for the prarposes of xeclion 3160
of the Revised Statutes (31 US,Co BN the tenn person” i hudes the
city orany financing agent.

LAMITATIONS AND CHLFEREA

S e Al sy e made nneder toe Act ondy f the Seeretary
detormines that there 39 a0 vensonuble prospect of repaynent of te
Torrn i serotelinee with it terms and o itions Dromaking the Joan,
Che Seeretnoy nay requine siaeleterns arnd enneluiens s Tee may desin
appeeptinbe to insure repryviment. The Secretary s anthorized to agres
to any nosdifieation, amepdment, or waer ol iy such term or cons
dition e he divins destrable to pratect e interesis of the Umited
Shites,

(A ne G shad! the amonnt of o onstam g wider this
At exeeed i the agzre e =2 000U,

(3 No doan =halb be providal ander this At undess (1) the ity
and ol finaneing aents slall bave cepail aceordies to therr torins

all prioe loans under this Aot wliiel oo ntired, nd G2y the eay

and ol finsneingy azents siall bein camplinnee with the terms of
any suelvon-tnding louns.
REN EDIES

e T he venedies of thie Sevretany |||L‘:—|‘I‘H;mi pthis et shadl
Lo cnmaative aneh ot i Hindeation of oe sabetitntion Tor any utler
remedios avatlable to the Seeretary o the United =tates,

FUNDING

Spes s Gt Phete is hweechie ecablishedin the Treasany a New York
City Senconl Finmine Fand to b adnnmistered by thie Secretary,
Uhe froned <hind] Toe et o the paposo ol madang Toans praesiant to
thic Arr, Lhere it borized To D apprepriated foeh iod e sum
ol 2onnoocgon, A Dl pewels el b the Seerctbn i the pagyinent
af prineipad ol any tenn made ander His At <hadl he pard anto the
Find. A Deome fron lowes snd mvestineats naede from e Tund shaldl
e eoverrd o the Trensann v s iniseeHaneos peceiple, Monevs in the
e not needed feronreat operaiios may be pivested T ddivect
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STATE OF NEW YORK
OFFICE OF FEDERAL AFFAIRS

JAMES L. LAROCCA

DIRECTOR

444 NORTH CAPITOL STREET, M.W.
WASHINGTON, D.C. 2000]
(202) €38-1311

July 28, 1977

Mr. Eugene Keilin
Executive Director

Municipal Assistance Corporation
Two World Trade Center
New York, New York 10047

Dear Mr. Keilin:

I thought vou might be interested in the
attached.

I1f you have any questions, please call me.

Sincerely,

v

' ,/U’Uif) b

Amy Hi¥schhorn
legislative Assistant
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MINQORITY STAFF DIRKCTOR
Uaehington, 3040, 20515

July 25, 1977

HNGSe AN PAENET A, CATRIEF,

JiM LEATIOK, TEX,

2 DNECTOR

ZaL-T200

Ms. Amy Hirschhorn

Legislative Assistant

State of New York, Office of Federal Affairs
444 North Capitol Street, N.W.

Hashington, D.C. 20001

Dear Ms. Hirschhorn:

This is in reply to your letter concerning the vequirements
of the Congressional Budget and Impoundment Control Act as applied
to a possible extension of the Mew York City Seasonal Financing Act
of 19756 (P.L. 94-143).

After reviewing the matter, it appears that a simple extension
of P.L. 94-143 would not violate any provision of the Budget Act,
nor would it -require that additional amounts of budget authority
or outlays be provided in the Second Budgel Resolution for FY 1978.
This result is due to the Tact that the seasonal financing program
is funded through a trust fund to which an appropriation has al-
ready been made. Extension of the program would deTay repayment
of the appropriation to the Treasury, but it would not appear o
authorize the enactment of any new budoet authority.

If you have further questions on the matter, please do not
hesitate to contact me.

Sincerely yours,

Wendell Belew
Chief Counsel
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BANKING, FINANCE AN 21sT Disvacr
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su;;:r«;l—'::z;s: » 2484 Ravaunn House GrFIce BuiLDiNG
Congress of the Wnited Statey Wasmeron 0.C. 20515
THE CITY R -
INTERMATIONAL DEVELOPMENT %ﬂnﬁg ﬂf mepreﬂentahhfﬁ DISTAICT GFFICE:
INSTITUTIONS AND FINANCE ) 840 GrAND CONGOURSE
2 Bronx, NEw YorK 1045
COMMITTEE ON SMALL BUSINESS @@‘I&ﬁfj ington, D.C, 20315 Q‘QS/ (212) 660-6200 y
———— o ; LN
Susconmrrress June 17, 1977 1o\ W
MINORITY ENTERPRISE AND P Q oLt
GENERAL OVERSIGHT o \ '\;}\
ACCESS TO EQUITY CAPITAL ANO ; ~ . \
BUSINESS OPPORTUNITIES @‘;\ \? e
o ,
SELECT COMMITTEE ON “{1 e i 4

NARCOTICS ABUSE A A by
AND CONTROL W ; G,
Mr. Stephen Berger, Executive Director Q%w e f§£?
Emergency Financial Control Board f/ (;

270 Broadway

New York, New York 10007
Dear Steve:

Attached are copies of two bills which I introduced
yesterday. One seeks to extend the New York City Seasonal
Financing Act of 1975, and is intended primarily for your
information. The second, The National Development: Act of
1977, has, I believe, tremendous potential.

As the summary indicates, the measure identifies three
main areas of need: 1) the need of access to operating
funds, at reasonable rates, by cities and counties through-
out the nation: 2) the need to extend special assistance to
depressed urban and rural areas characterized by high levels
of unemployment and underemployment; and 3) the dual need to
produce more low- and moderate-income housing and assist the
construction industry.

I am the only New York City member on the House Bank-
ing, Finance and Urban Affairs Committee which has the
responsibility of dealing with the City's problems, and
intend to do everything within ny power to assure speedy
hearings on this measure. Because the proposals contained
therein~-bond guarantees, direct and guaranteed leoans for
economic development to businesses and industries, as well
as money for housing and construction of public facilitieg--
are of enormous importance to our City, I would welcome
receiving your reactions to the measure., If you have specific
points vou wish to discuss bafore responding, please have
your staff contact my administrative assistant, Mira Luy,
who is working on this matter for me,

\ Sincerely yours,

s
“ A N
HERMAN BADILLO
MEMBER OF CONGRESS
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